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Efficiency of small farms functioning in Ukraine

Abstract. A considerable share of agricultural products in Ukraine is produced by 32.1 thousand farm enterprises, 97.5% of which
are small farms. The domestic legislation does not clearly determine the classification of farms by size into large and small ones.
Because of this uncertainty, there are often difficulties in choosing the tax system, forms of accounting and reporting, as well as
in identifying efficiency indicators of economic activity. The purpose of the article is to determine an approach to the classification
of farms by size and analyse economic activity indicators of small farms. The authors’ viewpoint is that the farm enterprises that
are reported by the statistical form No.50-agr belong to large farms and those farm enterprises which submit statistical reporting
on Form No.2-farm are small ones (with an agricultural area of less than 1 thousand hectares each and a number of employees
less than 50 people). Small farm enterprises are an integral part of the domestic agro-industrial complex of Ukraine and play an
important role in ensuring food security. It has been found out that small farm enterprises cultivate 55.5% of arable land and produce
52.2% of gross agricultural output in the structure of domestic farming. More than 93% of the revenue of small farms is formed
through the sales of crop production. As a result of using the method of grouping we recommend carrying out economic activity for
small family farms on covering an area of no less than 100 hectares which will ensure the greatest economic efficiency indicators.
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YMaHCbKUIA HaLioHaNbHWUIM YHIBEpCUTET cadiBHUUTBA, YMaHb, YKpaiHa
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3aBiflyBay CEKTOPY HayKOBO-iH(hopMaLiiHOro 3abe3neyeHHs 4OCNiAXEHb,

HauioHanbHWin HayKOBWUIA LEHTP «IHCTUTYT arpapHoi eKOHOMIKU», Kuis, YkpaiHa

EdekTuBHicTb (hyHKLiIOHYyBaHHA Manux hepmepcbKUX rocnofaapcTB B YKpaiHi

AHoTaUifA. Y cTaTTi po3rnAHYTO Pi3Hi MeTOAONOriYHi niaxoan Ao knacudikauii pepmepcbkux rocnogapcts 3a pPoO3MipoMm.
O6rpyHTOBaHO BnacHWi Miaxia 4O po3nodiny epmMepCbKux rocnoaapcTB Ha BenuKki Ta mani. BuaHayeHo 4acTtky manux
hepMepCbKNX rocnoaapcTB Y 3eMSIEKOPUCTYBaHHI, BUPOBGHMULTBI BanoBoOi NpoAayKuUii CinbCbKOro rocnogapctea. 34iNCHEHO
OLiHKY €KOHOMIYHOI e(peKTUBHOCTI iX OYHKLIOHYBaHHA B LiNIOMy Ta 3a BUAaMu NpoayKuii. 3a 4ONOMOroo MeToay rpynyBaHHaA
OOCNIOXXEHO 3aNeXHICTb MidXXK PO3MipOM NIOLWi CiNlbCbKOrOCNOAAPCbKMX YriAb Ta MOKa3HMKaMW €KOHOMIYHOI epeKTUBHOCTI.
PekomeHgoBaHO onTuManbHi po3mipn mannx hepmMepcbKmx rocnofapcTs.

KntovoBi cnoBa: knacudikauis; mani hepmepcbKi rocnogapcTea; eKOHOMIYHA ePeKTUBHICTb.

Mpununko C. M.

KaHauaaT 9KOHOMUYECKMX HayK, AOLEHT, 3aBeayowmin kadeapbl MEHEOXKMEHTa OpraHnsaumim,

YMaHCKNA HauMoHanbHbIN YHUBEPCUTET CaA0BOACTBA, YMaHb, YKpanHa

LleByeHko H. A.

KaHAnaaT 9KOHOMUYECKMX HayK, AOLEHT, YMaHCKUA HaunoHanbHbIA YHUBEPCUTET CafoBOACTBa, YMaHb, YKpavHa

MpuweHko E. 10.
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HauvoHanbHbIN Hay4HbIA LEHTP «/IHCTUTYT arpapHoOn 9KOHOMWUKWU», Knes, YKpanHa

A heKTUBHOCTb (PYHKLMOHUPOBAHUA Masbix hepMepCcKuX X03ANCTB B YKpauHe

AHHOTauMA. B cTaTbe pacCMOTPEHbI pa3nnyHblie MeTOA0NOrMYecKe Noaxoabl K Knaccudmkaumm dpepmepcknx xo3ancTe no
pa3smepy. O6ocHOBaH COBCTBEHHbIV MOAXOA K pacnpefeneHnto hepmepcknx Xxo3ancTe Ha bonbluine n manblie. Onpegenetsbl
nonn manbix (epmMepcKux XO03ANCTB B 3EMSIENONb30BaHWM, NPOM3BOACTBE BasioBOM MPOAYKUMM CENbCKOrO XO03ANCTBA.
OcyulecTBneHa oUeHKa 9KOHOMUYECKON 3(PEKTUBHOCTM UX (PyHKLMOHMPOBAHMA B LENOM W No Buaam npoaykuuun. C
NMOMOLLBIO MeTOoAa FPYNMNUMPOBKN UCCeaoBaHa 3aBUCUMOCTb MeXAy pasMepoM Mowaamn CenbCKOXO3ANCTBEHHbBIX Yroauin u
nokasarenAMy1 3KOHOMUYECKON 3PPEKTUBHOCTUN. PekomMeHA0oBaHbI ONTUMasbHblE pasmepbl MasbiX PEePMEPCKNX XO3ANCTB.
KntoyeBble cnoBa: knaccugpukauma; manble hepmMepckme X03ANCTBa; SKOHOMUYeckan ahheKTUBHOCTb.
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1. Introduction

The world practice shows that the classical farm is a small
farm founded by one or more family members who are both
owners and workers. The magnitude and the size of the family
business depend on its members’ ability to manage indepen-
dently without any kind of involvement of a large number of em-
ployees on a regular basis. In Ukraine, a significant part of ag-
ricultural production is produced by farms based primarily on a
family based business. They play a vital role in the socio-eco-
nomic development of rural areas.

According to the legislation [1] of Ukraine, a farm is a form
of entrepreneurial activity of citizens with establishing a legal
entity who wish to produce marketable agricultural production,
engage in processing and selling for profit on land plots given
to them for farming. A farm enterprise can be created by one or
more citizens of Ukraine who are relatives or members.

The development of family farming is a promising form
of management in the countryside. This form of organisation
provides for consolidation of an owner, a host and a worker
in one person and eliminates the possibility of concentration
of large areas of agricultural lands in the same hands (Zubar,
2015) [2]. During the period of reforms in Ukraine small farm
enterprises are mainly formed by the owners whose families
and employees are personally involved in the production. In
addition, there are large farms that have emerged on the ba-
sis of the country’s reformed enterprises.

Issues related to the search of methodological approaches
to the classification of farms in size are still relevant because
their correct division into groups depends on the reliability of
the research, identification of trends and phenomena in doing
business of similar enterprises of family type. Distinguishing
small among other farms will enable to identify their indicators
of economic efficiency and compare them with similar indica-
tors of activities of large farms.

2. Brief Literature Review

A number of scientists have been engaged in studying
theoretical and methodological questions regarding organisa-
tion. Among them are V. G. Andriychuk (2006) [3], M. Ya. De-
myanenko (2004) [4], H. E. Doran, (1985) [5], V. P. Goriovyi
(2007) [6], B. F. Hall and E. P. LeVeen (1978) [7], S. K. Low-
der, J. Skoet and S. Singh (2014) [8], V. Ya. Mesel-Veseliak
(1996) [9], A. S. Mohnenko (2012) [10], P. T. Sabluk (2011) [11],
D. A. Sumner (2014) [12], T. I. Yavorska (2009) [13], A. V. Zbar-
ska (2014) [14], V. M. Zhuk (2009) [15] and others. Let us con-
sider some of the approaches.

In the world, there are about 570 million farms of which
500 million farms are of a family type. 475 million households
of those own the land in the amount of less than 2 hectares;
410 million households have the property of less than 1 hec-
tare of land. According to the team of researchers represented
by S. K. Lowder, J. Skoet and S. Singh (2014) [8], farm enter-
prises with the size of the land area of less than 2 hectares be-
long to small farms. They cultivate 12% of all area of agricultu-
ral lands in the world.

The United States Department of Agriculture (USDA) [16]
defines a small farm as a farm organised as a sole proprietor-
ship, partnership or family corporation with annual gross sales
less than $250,000. Thus, 91% of all U.S. farms are small;
small farms supply 15% of all U.S. crop and animal production;
small farms account for more than one-half of U.S. farmland;
over 80% of individual farms are small
in the United States.

T. I. Yavorska (2009) [13] recom-
mends differentiating a small business

classification of farms into groups depending on proceeds re-
ceived from the sale of agricultural products:

a) small semi-product farms with the volume of commodity
production up to 5.1 thousand UAH,;

b) small farms with their volume of production from 5.1 to
17.0 thousand UAH;

¢) middle-sized farms from 17.0 to 51.0 thousand UAH;

d) large farms with their volume of production from 51.1 to
170.0 thousand UAH;

e) very large farms with their volume of production of more
than 170 thousand UAH.

At the same time, he notes that the gradation of farms
by size accepted in materials of statistical reporting (I - up to
3 hectares; Il - from 4 to 10 hectares; Ill - from 11 to 20 hec-
tares; IV - from 21 to 30 hectares; V - from 31 to 40 hectares;
VI - 41 to 50 hectares; VIl - from 51 to 100 hectares; VIII - more
than 100 hectares) accurately reflects their formation and de-
velopment. However, the author does not specify to which of
the groups such companies belong to by the size of land area.

In studying the size of small agricultural enterprises by land
area, A. V. Zbarska and A. I. Lypoviak-Mielkoziorova (2014) [14]
divide entities into micro enterprises (from 0.11 to 1.00 hec-
tares), little businesses (from 1.01 to 25.00 hectares) and small
businesses (from 25.1 to 100 hectares).

While studying the issue of dividing farms into groups by
size, most scientists used their own approaches taking of their
acreage and the amount of sales revenue as a basis. As a re-
sult of their studies, the indicators of efficiency of activities of
small and large farms differ one from another.

3. Purpose of the article is to create the authors’ approach
to division of farms into small and large ones in view of the cur-
rent legislation including regulations related to accounting and
presentation of financial and statistical reporting; determine the
proportion of small farms in land use and gross output; eva-
luate economic efficiency of small businesses; find a link be-
tween the size areas of agricultural land and financial and eco-
nomic indicators by using the statistical method of grouping.

4. Results

Inconsistencies in common approaches to the classifica-
tion of business entities may result in difficulties in the selection
of tax system, forms for accounting and reporting.

In the annual collection «Agriculture of Ukraine» [17] there
are data on all farms of Ukraine performing agricultural ac-
tivities in the reporting year: their number, the area of land
use, the number of employees, their livestock and poultry, the
availability of equipment, the volume of agricultural produc-
tion and their share in the country’s agriculture, the volume
of sales of agricultural products, overall results of activities in
the field of agriculture, the amount of state support and more.
However, it is impossible to analyse indicators of activities of
small farms.

The current legislation does not clearly regulate the is-
sue of dividing economic entities in the agro-industrial com-
plex by size and criteria for their division into small and large
ones are not defined. Thus, according to the Commercial Code
of Ukraine [18], farms are classified into 4 groups depending
on the average number of employees and annual income from
any activity (Table 1).

According to Accounting Standard 25 «Financial Repor-
ting of a Small Business» [19] entities can make the simpli-

Tab. 1: Classification of farm enterprises by size in Ukraine

Indicators

in agriculture by area of agricultural
lands into three groups:
e Group | (up to 20 hectares) - individual

Business entity

Average number of
employees during the
reporting period (year)

Annual income from any activity

farms and small farm enterprises; Micro business

not exceed 10 people

not exceed an amount equivalent to 2 million Euros,
determined by the average annual rate of NBU

not exceed 50 people

not exceed an amount equivalent to 10 million Euros,
determined by the average annual rate of NBU

not exceed 250 people

not exceed an amount equivalent to 50 million Euros,
determined by the average annual rate of NBU

* Group Il (from 20 to 100 hectares) - Sntibies
h mall business
family farms; entities
e Group Il (from 100 to 500 hectares) - Medium business
farm enterprises and agricultural en- entities
terprises of different legal forms. Sggt iltoi::mess

A. S. Mokhnenko (2012) [10] offers
his methodological approaches to the

exceeds 250 people

exceeds an amount equivalent to 50 million Euros,
determined by the average annual rate of NBU

Source: Compiled by the authors using [18]
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Tab. 2: The share of small and large farms in Ukraine
(in the total number of farm enterprises)

Indicator 2012 2013 2014

The number of farm enterprises - all farms, units 40,676 40,752 32,133

The number of small farms, units 33,627 33,147 31,324

The share of large farms, % 17.3 18.7 2.5

The share of small farms, % 82.7 81.3 97.5

Source: Compiled by the authors using [17; 20]
fied financial reporting (forms No. 1-m, Thousand UAH %
2-m) and must give statlgtlcal reporting 500 - 62,8 62,5 617 622 - 70
No. 2-farm «The Main Indicators of Eco- — R > % sss
nomic Activity of the Farm, a Small En- 200 54,0 54,5 540 54',\” 522 | 0
terprise in Agriculture» [20] or refer to ] | 5o
large business entities, use the Natio-
nal Accounting Standard 1 «General Re- 300 - 40
quirements for Financial Reporting» [21],
the common chart of accounts, the keep 200 - . o 30
of records on the journal-order form and 325 X L 20
the report on the form No. 50-agr «Re- 100 4 240
port on Major Economic Indicators of Ag- 10
ricultural Enterprises» [22].

All legal entities whose area of agri- 0 ‘ ' ' 0
2010 2011 2012 2013 2014

cultural lands is no less than 1.000 hec-
tares and the list of staff members is at
least 50 people submit statistical reports
with compliance to the form No. 50-agr.
In our opinion, these agricultural compa-
nies including farms can be classified as
large enterprises. Therefore, it is logical
to classify all other farms as small enti-
ties. They submit statistical reporting on
the form No. 2-farm because their area of agricultural lands is
less than 1.000 hectares and there are less than 50 people in
the staff list. The statistical data on the form No. 2-farm related
to the present article are used to study the efficiency of func-
tioning small farms and the data on the form No. 50-agr are
used to determine the indicators of activity of large farms. At
the same time, given the peculiarities and specifics of farms
in the classification of farm enterprises by size into small and
large businesses, in the future such a classification should be
based on the area of agricultural lands, not on the number of
employees and annual revenue. The global trends indicate an
annual growth of scientific and technical progress in agriculture
which leads to a reduction in the average number of workers
per farm. Therefore, the criteria taken as the basis for the clas-
sification in the existing legislation do not fully show the size of
the enterprise as a whole. The annual income at annual selling
price fluctuations for agricultural products and changes in the
volume of their sales do not show the real financial situation of
enterprises. It should be emphasised that any changes in the
classification should be agreed at the legislative level.

Ukraine has 32.1 thousand of farm enterprises including
small farms which occupy a significant area (Table 2).

The calculations show that the number of small farms in-
creased from 82.7% in 2012 to 97.5% in 2014 indicating gra-
dual development of small businesses in rural areas. Accor-
dingly, the share of large farms decreased from 17.3% in 2012
t0 2.5% in 2014.

The share of small farms in land use and production of
gross agricultural production for all farmers, as well as the vo-
lume of gross output per 100 hectares of agricultural land in the
dynamics from the year 2010, is given in Figure 1.

According to the studies, in the period of 2010-2014 the
volumes of gross production by small farms increased signifi-
cantly: from 240 thousand UAH to 383 thousand UAH per 100
hectares of agricultural lands. It is worth noting the fact that
in 2014 97.5% of farms classified as small agricultural enter-
prises cultivated 55.5% of arable land and produced 52.2%
of gross agricultural output of all farms. Accordingly, the rest
of the farms (2.5% of large agricultural enterprises) carry out
economic activity using 44.5% of arable land and produce
47.8% of gross output. Grouping of small farms by area of

C—Production of gross output of 100 hectares of agricultural land, thousand UAH
—e—The share of land use, %
The share of production, %

Fig. 1: The share of land use and gross agricultural production
of small farms in Ukraine (in the total number of farms)

Source: Compiled by the authors using [20]

agricultural lands is conducted to obtain more detailed analy-
sis and determine the effectiveness of land use (Table 3).
According to Table 3, the results of the conducted analysis
give grounds to conclude that there exist a direct proportional
dependency beginning with a group of small farms distributed
by an area of 5.1-10 ha of agricultural lands. With an increase
of the average farm size by 1 hectare of agricultural lands, the
amount of profit per 1 hectare of agricultural lands, as well as
profitability, grows. According to the indicators, economic effi-
ciency is the most effective in two groups of small farms with
an area of agricultural lands from 100.1 to 500 hectares (pro-
fit per 1 hectare of agricultural lands is 1,099 UAH, the level
of profitability is 29.3%) and with the area more than 500 hec-
tares (respectively with the income of 1,395 UAH and the le-
vel of profitability equal to 31.3%). It should be noted that the
share of land use of two groups of small farms is 69.3% of the
total area. Although 6.3% of farms received the largest profit
of 1,596 UAH per 1 ha of agricultural lands having an area of

Tab. 3: Distribution of small farms by area of agricultural
lands in Ukraine (2014)

oy S v T

° 2 = o < X

5 < 5 s 45 5%
o v 2 | = = = pa| £
© © © ] [ < =
55 59| 55| 52| &5 878 B
>3 9 | 52 | 3k | 65 |S5g| &
ap 5 o0 Sm @0 | Bac 2
a3 c = 53 -9 N 5 o o g a
23 P2 g se | o8 |°%3] 5
.0 ] 5+ o oY% atc
O o © © C B 3
© o & gc . 4

< << 5]

0.1-3 6.3 4 0.1 2.1 1596 2.6
3.1-5 5.7 8 0.3 4.2 684 11.6
5.1-10 9.3 23 0.8 7.7 325 9.8
10.1-20 11.8 58 2.1 15.7 390 14.6
20.1-50 35.9 429 16.4 38.2 435 21.8
50.1-100 13.2 294 10.9 71.2 729 24.8
100.1-500 14.5 1051 40.5 232.1 1099 29.3
More than 500 3.4 748 28.8 704.5 | 1395 31.3
Total 100.0 | 2614 | 100.0 83.4 1010 27.7

Source: Compiled by the authors using [20]
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0.1 hectares to 3 hectares (the average size of a farm
is only 2.1 hectares), their profitability is the lowest -
2.6%, whereas the share of land use is only 0.1%.

Tab. 5: Comparison of efficiency indicators of agricultural
production at farms in 2014

The indicators of economic efficiency of small Farm enterprises
farms are considered in Table 4. large small
According to the data sales revenue of agricultu- . 8 8
ral products is from 97.3% to 98.1% of the total re- 5% | 83 | gz | 83 e
venue received by small farms during the studied Type of product g> | 82 | 52| g5 | 82 |52
years. More than 93% of it is the sales revenue of S5 | % | %32 | §5 | SE | ¢3
crop production indicating the high level of speciali- 85 “gfw g | 3 = %< :-fw g | 3 =
zation. Accordingly, from 97.5% to 99.0% of total in- oF | g §| 8% | o 5
come is received from the sale of crop production <° <°
and the level of profitability is quite high: from 22.1%  Grain and leguminous crops | 136.7 | 171.6 | 25.5 | 129.6 | 159.3 | 22.9
to 32.3%. Unfortunately, small farms are practically Sunflower seeds 266.3 | 378.8 [ 42.2 | 254.1 | 351.0 [ 38.1
not involved in livestock production. Sugar beets (factory) 33.5 | 40.8 | 21.7 | 34.7 41.7 | 20.0
Table 5 presents information on the comparison of \P/Otattoebsl igg-‘; i;g-g 28-2 iégg 1222 12-2
A H H 5 5 egetables . . . . . .
efficiency indicators of agricultural production of large Frugit nd borries 3297 T a0 225 2269 3494 | 54c
and small far_ms. . Cattle and poultry for meat
The studies show that in 2014 at small farms the cattle 1862.0| 1337.2| —28.2 | 1389.3 | 14953 | 7.6
cost of 1 quintal of grain and leguminous crops was pigs 1757.4| 1707.6| -2.8 | 1642.2| 1750.1| 6.6
lower by 42.0 UAH, sunflower seeds - by 12.2 UAH, poultry 1108.9| 1267.1| 14.3 | 1621.5| 1630.8| 0.6
fruit and berries - by 123.5 UAH, cattle meat - by ~ Milk 281.0| 3484 | 24.0 | 2974 | 334.9 | 12.6

472.7 UAH and pork meat - by 7.3 UAH compared to
large farms. For higher middle prices they sold sugar
beets, vegetables, cattle and poultry for meat. Unlike

Source: Compiled by the authors using [20; 22]

the large and medium-sized farm enterprises, all kinds of pro-
ducts brought profits to owners at small farms. The production
of fruit and berries (54.5%) was the most profitable and sun-
flower seeds (38.1%), whereas the least profitable was the pro-
duction of poultry meat (only 0.6%). These data indicate that
milk production (12.6%) turned out to be the most profitable in
livestock production of such farms.

Tab. 4: Economic efficiency of small farms’ economic activity

farm enterprises, 97.5% of which are small farms. In the struc-
ture of domestic farming they cultivate 55.5% of arable lands
and produce 52.2% of gross agricultural output. Accordingly,
other farm enterprises, 2.5% of large farms, cultivate 44.5%
of arable lands and produce 47.8% of gross agricultural output
of all farms. The overwhelming share of the revenue of small
farms (93%) comes from the selling of crop production indica-
ting the high level of specialisation in the
field. The analysis showed that the most
profitable types of products in crop pro-
duction at small farms are fruit, berries

Indicator 2010 | 2011 | 2012 | 2013 2014 and sunflower seeds, as well as milk in
Net income (revenue) from sales of agricultural livestock production.
Produ_cts and_services, million UAH 5,574.5|7,197.8|9,774.89,286.9| 12,423.9 By means of grouping, it has been
:EE:ES;Eg.agncultural products 5,463.7|7,001.1|9,560.2(9,117.2|12,163.9 found that economic efficiency is most
crop production 5,117.9|6,484.2 | 8,960.5 | 8,401.9 | 11,395.7  effective at small farms with an area of
livestock production 345.8 | 516.9 | 599.8 | 715.3 | 768.2 agricultural lands from 100.1 to 500 hec-
Profit, loss (-) of agricultural products and tares (profit per 1 hectare of agricultu-
services, million UAH 1,195.5/1,593.6|2,154.6|1,601.0| 2,691.5 ral lands is 1,099 UAH and the level of
inc:uging agricultural products 1,181.2]1,604.1|2,097.7|1,558.7 | 2,640.5 profitability is 29_3%) and with an area
inciuding: .
crop progduction 1,169.91,582.2| 2,087.9 | 1,519.9| 2,588.2 of more than 500 hectares (respectively
livestock production 11.3 | 21.9 9.8 38.8 52.3 the income is 1,395 UAH and the level
The level of profitability of agricultural activity, % | 27.3 28.4 28.3 20.8 27.7 of profitability is 31.3%). Accordingly, we
?nclud?ng agricultural products 27.6 29.7 28.1 20.6 27.7 recommend Carrying out economic ac-
'c”rg':‘;':ogd’uction 555 Soa 51 S5 a tivity for small family farms on the area
livestock production 3.4 2.4 17 3% 73 of not less than 100 hectares which will

Source: Compiled by the authors using [20]

5. Conclusions

Small farm enterprises are an integral part of the domes-
tic agro-industrial complex of Ukraine and occupy an important
place in ensuring food security. A considerable share of agri-
cultural products in Ukraine is produced by 32.1 thousand of
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